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Overview

• Are investors willing to pay for ESG?
• Yes, WTP = 20 bps

• What are the motivations for WTP of ESG?
• Both financial and non-financial benefits

• What are the sources of higher expense ratios of ESG funds?
• Higher operating costs and higher markups
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• Mutual fund data
• Restrict sample to index funds identified by CRSP
• Fund ratings from Morningstar
• 2019 – 2022

• ESG data
• Morningstar fund ESG mandates, Sustainability Rating
• Firm-level ESG scores from Morningstar and Refinitiv
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Empirical Facts

Are investors willing to pay for ESG?
• ESG funds have higher fund flows?

• ESG funds have 3% higher fund flows

• ESG funds have higher expense ratios?
• ESG funds have 4.6 bps higher expense ratios
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Fund Flows

d log TNAkt = βESGkt +X ′
ktΓ + µj(k) + µm(k)t + εkt (1)
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Fund Expense Ratios

Expense Ratio kt = γ ESG kt +X ′
ktΩ+ ϕj(k) + ϕm(k)t + εkt (2)
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Empirical Strategy

• Investor i chooses one fund from Lmt funds that track investment objective m at time t
• m: US large cap equity, US small cap equity, international equity, etc.

• Investor i’s utility from fund k is uikt = −αpkt + γESGkt +X ′
ktΘ+ ξkt + ϵikt.

• γ/α: willingness to pay for ESG
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Empirical Strategy

Assume T1EV ϵikt, the market share of fund k in market m is

skmt =
exp (−αpkt + γESGkt +X ′

ktΘ+ ξkt)∑Lmt
l=1 exp

(
−αplt + γESGlt +X ′

ltΘ+ ξlt
) (3)

where skmt =
Flowkmt∑

l∈Lmt
Flowlmt

.

ln skmt = −αpkt + γESGkt +X ′
ktΘ+ ξkt − ln

 ∑
l∈Lmt

exp(−αplt + γESGlt +X ′
ltΘ+ ξlt)


= −αpkt + γESGkt +X ′

ktΘ+ µmt + ξkt (4)

• IV for pkt: the average expense ratio that sponsor j charges for all other funds in all other
markets at time t
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Results

• WTP: γ/α = 1.228/0.060 = 20 bps
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Results
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Results
The 20 bps WTP measures

• financial benefits of ESG: investor expectation of ESG fund returns
• non-financial benefits of ESG: investor’s non-financial preferences
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Results
The higher expense ratios come from

• higher operating costs

• higher markups due to imperfect competition of fund market

Expense ratio = 5.85 bps higher or 25% WTP
Operating costs = 2.85 bps higher
Markup = 3.00 bps
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Conclusion

• Investors are willing to pay for ESG ≈ 20 bps
• WTP grows over time
• WTP for both financial and non-financial benefits

• 25% WTP covers higher expenses
• Higher expense ratios come from higher operating costs and higher markups
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